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*** FCC Explores Duopoly Rules in TV. In the expectcd June 2, 2003 rulemaking on media ownership, we believe the 

Federal Communications Commission will loosen duopoly rules and may even consider triopolies in some markets. 
***  Iluopoly - Keeping Certain Aspect, Ditching Others. We believe that the FCC is planning to retain the restriction 

rhar prevents any of the top four ratcd 'I'V stalions i n  a market from combining while ditching the "8-voice test", 
which requires t h a t  there be eight diffcrent owners ofTV stations (commercial and non-commercial) in a market 
after a proposed duopoly is completed. 

where economics are poorer. Under current FCC plans, there would be no duopoly relief in 44 of the TV markets 
ranked 51-150. In 34 markets, only one duopoly option would be available. This stance also ignores local cable 
systems' increascd competitiveness lor TV ad dollars. 

* * *  Solutions Offered. Yesterday, the NAB adopted a proposal permitting a) a broadcaster to own 2 ofthe top 4 rated 
stations and b) own up to 3 stations in a market as long as c) cumulative audience share does not exceed 30% 
(owners ofcable networks would have to include cable viewing shares as well). At a minimum, we believe the FCC 
should rcduce the 4-station prohibition to a 3-station prohibition. 

operators to react Lo the prospects of the a) combination of a cable system and a local TV station, b) the 
combination of a ncwspapcr and a local TV station and c) the further relaxation of the ownership cap, which could 
increase the power of the networks relative to their affiliates. 

* * *  Little Kelief for Mid-to-Small Market TV Players. Duopoly is most badly necded in mid-to-small TV markets 

* * *  Nccd Some Balance. Allowing more relaxation of duopoly rules in mid-to-small markets will permit local TV 

**Pl . tASE KEFEK TO T H E  L A S T  PAGE OF THIS REPORT FOR IMPORTANT DISCLOSURE INFORMATION 

t'lcase ]-cad t lw inlporlanl disrlosurc inlorination on this h r l  I J S ~ C  0 1  this report. 

The FCC Revisits the Duopoly Rules. On June 2, 2003, we expect the FCC will issue its much-anticipated rulemaking 
on media ownership. One important aspect o f  thcsc rtilc changes will address duopoly, which permits a television 
broadcaster to omn two television stations in the samc market. 

D I I O ~ U I S .  - ~ ~ p i ~ t g  Certain Aspects,  Ditching Others. Currently, the duopoly rule allows a TV broadcaster to own a 
second TV station in a given designated marketing area (DMA) as long as the broadcaster does not own two of the four 
highest rated TV stations in a given market and as long as eight "voices" exist in the market after the duopoly is 
completed. Both commercial and  non-commercial stations count i n  this voice test. 

We think that the K C  is prepared to make a change to this rule while retaining its core. We believe that the Federal 
Communications Commission currently is expected to retain the prohibition ofthe combination ofany of the top four 
ralcd television stations in a given TV market. 

I L'.:'d&. 
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However, we do believe t ha t  the Commission will “ditch” the “8-voice-test”. This de-facto means that there can be some 
duopoly activity in any -1V market with at  least 5 commercial stations. 

We believe that the current contemplated rule, which would prohibit the combination of two of the top four TV stations in 
a imarkct. may be too restrictive. Here’s why we take this position. 

Little Relief for Mid to Small Market TV Players. While the FCC contemplates a significant relaxation o f  newspaper- 
broadcast cross-ownership rules, loosenmg the national TV station ownership reach, not challenging the right of cable 
syslrms to huy local TV slations and allowing triopolies in larger TV markets, the current FCC stance on TV duopoly will 
I c a ~ e  sniall to mid-market opcrators without the regulatory flexibility needed to respond io the regulatory options 
prowdcd to other mcdiadcompanics under the rxpccted June 2, 2003 rulemaking. 

II‘ihc I T C  maintains its “top lbur TV station combination’’ restriction, mid to small market TV operators may record the 
biggest disappointment from the expected June 2 ,  2003 rulemaking. 

To provide a sense ofthc rcgulatory reliet‘(or lack thereof), we looked a t  the TV stations in markets 51.150 (simulating 
the market for mid-to small market TV) and then tried to assess how many duopolies could be done under the FCC’s 
current “no mergers o f  top four stations, do away with the 8-voice lest proposal”. In our assessment ofTV stations, we 
considered all full  power ABC. CBS, NBC, Fox, UPN, WH, Univision, Telemundo, Telefutura and independents (with 
w n i e  viewing share). 

I lc‘rc’s what out data suggested: 

o 

o 

o 

s 

In 44 niarkrts, representing 44% ofmarkets 5 1-150, there would be no duopoly relief a t  all 

In 34 inarkcts. representing 34% of markets 5 I - I  SO, there would be only 1 duopoly permitted 

I n  20 markels. representing 20%) of markets 5 1-150. there would be 2 duopoly opportunities available 

In 7 markets, representing 2% 01 markets 51 -1 50, there would be 3 duopoly opportunities. 

As Exhibit One illus~rates, a retention of the “top four station combination” will not allow much latitude for the local TV 
stations in the mid to small TV markets. 
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Duopoly Relief Under Current FCC Proposal .Maintain "Top-Four Merger Ban" and Eliminate &Voice Test. See Note 
Markets Markets Markets Markets Markets Markets Markets With Markets With 
With No With No With One With One With Two With TW Two or More Two or More 

Projected Projected Projected Projected Projected Projected Projected Projected 
Duopoly Duopoly Duopoly Duopoly Duopoly Duopoly Duopoly Duopoly 

Relief Relief Opponunity Opportunity Opportunities Opportunities Opportunities Opportunities 
Market Market Market Market Market Market Market Market 
Name Rank Name Rank Name Rank Name Rank 

Liftle Rock-Pine Elutf 56 Jacksonville 51 Las Veoas 52 Fresno. CA 57 
Flint, MI 

Omaha, NE 
South Bend, IN 

Jackson. MS 
Tri~Cities, VA 

Burlington. NY 
Davenporl. IA 

Waco, TX 
Colorado Springs, CO 

Baton Rouge, LA 
Johnstown. PA 

Youngslown. OH 
Lincoln. NE 

Ft Wayne, IN 
Springield, MA 
Tatlahasee, GA 

Ft Smith. 
Florence, SC 

Traverse City, MI 
Fargo-Valley City. ND 

Monlerey,CA 
La Ciosse. Wl 
Yakima. WA 

Corpus Chrlsli, TX 
Bahersl~eld, CA 
Columbus, MS 

Chico, CA 
Monroe, AR 
Rocklord. It 
Duluth. WI 

Beaumont. T X  
Topeka, KS 

Columbia. MO 
Sioux City IA  
Medtord, OR 

Wichita Falls, OK 
Erie. PA 

Wilminglon, NC 
Joplin, MO 

Terre Haule, IN 
Albany. GA 
Bluefield, WV 
Wheeling. WV 

Totals 

64 Dayton, OH 
78 Richmond. VA 
87 Mobile. FL 
89 Lexinglon, KY 
90 Toledo, OH 
91 Honolulu, HI 
92 Paducah 
93 Portland, ME 
94 Rochester, NY 
95 Spokane, WA 
96 Champaign. I t  
100 Huntsville. A t  
102 Columbia. SC 
104 Challanooga, TN 
106 Madison. WI 
107 Savannah, GA 
108 Evansville, IN 
110 El Paso 
113 Greenville. NC 
118 Charleslon. SC 
120 Tyler. T X  
123 Lansing. MI 
127 Sioux Falls, SD 
128 Augusla. GA 
130 Peoria, I t  
131 Eugene, OR 
132 Macnn. GA 
133 Boise, ID 
135 Lalayette. IN 
136 Columbus. GA 
137 Amarillo. TX 
138 Wasau, WI 
139 Lubbock, TX 
140 
141 
142 
143 
144 
145 
146 
148 
149 
150 

44 

58 WiIkes-Earre, PA 53 Springfield MO 73 
59 Austin. TX 54 
62 
65 
68 
71 
75 
76 
77 
79 
82 
83 
84 
85 
86 
98 
99 
101 
103 
105 
109 
111 
112 
115 
117 
121 
122 
124 
125 
126 
129 
134 
147 

Albany, NY 
Tulsa. OK 

Charleslon. WV 
Knoxville. TN 
Wichita, KS 

Roanoke, VA 
Green Bay, WI 
Ft Meyers FL 
Des Moines, IA 

Tucson, A2 
Syracuse, NY 

Shreveporl, LA 
Cedar Rapids, IA 

Harlingen, TX 
Reno, NV 

Montgomery A t  
Sanla Earbara,CA 

55 
60 
61 
63 
66 
67 
69 
70 
72 
74 
80 
81 
88 
97 
114 
116 
119 

34 20 2 
Percent 01 Markets 44 0% 34 0% 20 0% 2.0% 
Source BiA - Investing in Television: Bear, Stearns 8 Co.. Inc, 
Nole We considered luli~power ABC, CES, NEC, Fox, WE, UPN, Univision. Teiemundo. Telefutura and Independents (with 1% Share) 

Why Loosen Ihopoly Rules? Part Onc: Small to Mid-Market TV Economics are Dwarfed by Large Market TV 
Economics. One reason that we believe the FCC should revisit its ban on the combination of the top four TV stahons in a 
giv-eii market IS simply because the economics of large market TV dwarf those of small market TV. 

To prove our pomt, we looked at data provlded by the National Association of Broadcasters (NAB) and Broadcast Cable 
Financial Management (BCFM) i n  Lhelr 2001 Edition of the Television Financial Report. In this edition, NAB and BCFM 



rcviewed financial reporting from stations in markets 1 through 176+ and summarized all of the data in a concise report 
for the calendar year ending 2000. 

[As a n  asidz, in  general, the local TV business suffered revenue declines of 15% relative to 2000 and saw cash flow 
dccline at  a n  average of 25% to 35%, so the revenue. cash flow and pre-tax income figures cited in this Exhibit overstate 
Ihc current financial health of the business. 2002’s 8% to 10% recovery in industry revenues did not make up for 2001’s 
15”’;) a\erage Jecl~nc.]  

.4s Exhibit One suggests, the economics of mid and small market local TV stations are dwarfed by those large market 
tele\,ision. 

Profitability of  Large, Mid and Small Market ABC, CBS and NBC Affiliates. 2000 
Revenue Revenue 

Large Mid Small Top10  Top10  
Market Market Market Versus Versus 

1-10 61.70 121-130 61-70 121-130 

Net Revenue 

Expenses 
Engineering 
ProgrammgiProducbon 
News 
Sales 
AdverbsingIPromhon 
General 8 Adrninisbabve 

Total Expenses 

Cash Flow 

Margin 

Percent of Net Revenues 
Engineering 
ProgramingiProducbon 
News 
Sales 
AdverbsingIPromhon 
General 8 Adrninisbabve 

Total Expenses 

Full-bm employees 
Revenue per FT Employee 
Expenses per FT Employee 

Cdpita Experidibres 
CAPEX 

$114.0 

($4.1) 
($15.2) 
($13.4) 

($5.2) 
($2 3) 

($47.1) 

$66.8 

58 6% 

3.6% 
13.4% 
11.7% 
4.5% 
2.0% 

41.4% 

206 
$0.553 

($0.229) 

6.1% 

$3.19 

$13.9 

($0.8) 

($2.2) 
($1.3) 
($0.3) 
@l9J 
($8.2) 

$5.6 

40.7% 

($1.7) 

5.5% 
12.6% 
15.6% 
9.6% 
2.4% 

59.3% 

88 
$0.157 

($0.093) 

136% 

$0.74 

$7.6 

($0.5) 
($1.0) 
($1 3) 
($0 9) 
($0.1) 

($5.2) 

$2.4 

31 6% 

6.1% 
13.6% 
16.7% 
12.1% 
1.9% 
18.0% 
68.4% 

73 
$0.104 

($0.071) 

$1.38 

8.2 

5.4 
8.8 
6.2 
3.9 
6.8 
- 3.7 
5.7 

11.8 

18% 

-2% 
1% 

-4% 
-5% 
0% 

-18% 

2.3 
3.5 
2.5 

4.3 

15.0 

8.9 
14.8 
10.6 
5.7 

15.7 
- 5.1 
9.1 

27.9 

27% 

-2% 
0% 

-5% 
- 8 % 
0% 

-27% 

2.8 
5.3 
3.2 

-12% 

2.3 
CAPEWCF 4.8% 13.1% 57 6% -8% -53% 
Source. Nabonal Associalon of Broadcaskrs. Broadcast Cable Financial Management 
Associabon, Bear, Stearns 8 Co., Inc. 

Ilrre are some summary points from thc NABiBCFM data comparing the economics of large (top 10 TV markets) versus 
mid-market (61 -70) “big three”affi1iate (ABC, CBS and NBC) TV stations for 2000: 
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o In  2000. large market “big three” affiliates take an average o f 8 . 2 ~  more revenue than do their mid-market 
counterparts. In dollars, this translates to an average of $ 1  14.0 million for each “big three” affiliate in large 
markets versus $ 1  3.9 million in mid-market “big three’’ aniliates. 

In 2000. large market “big three” affiliates’ expenses are 5 . 7 ~  those of their mid-market counterparts. This 
suggests that i t  does not cost proportionately less to program a “big three” affiliate in mid-markets relative to 
large markets ( 8 . 2 ~  more revenue but only 5 . 7 ~  more expenses). 

Given the disproportionate ratio of revenues ( 8 . 2 ~ )  relative to expenses (5.7x), we believe that large market “big 
three” affiliates capture 1 1 . 8 ~  more cash flow per station in large markets than they do in mid-sized. In dollars, 
this translatcs to an average of $66.8 million for each “big three” affiliate in  large markets versus $5.6 million in 
mid-market “big three” arfiliates. It’s the same business, operating an ABC, CBS and NBC affiliate, but with 
8.5’4 ofthe economics. 

Large market “big three”affi1iates’ margins, at 58.6”%, are 18% better than those of mid-market TV stations 
(40.7”/,,). 

In inid-markcl ‘I’V, engineering (represents 2% more of net revenue than in large markets), news (4% more), sales 
( 5 %  more) and general and adniinistntivr (8% more) are all proportionatcly more costly compared to big 
niatkets. 

Large market ‘*big three’’ affiliates have 2 . 3 ~  more employees but capture 3 . 5 ~  more revenue per employee, 
lcading to significantly higher margins for large market TV. This also suggests that a certain number ofpeople 
are needed to run a full-scale, news-oriented T V  station, no matter what the size of the market. 

CAPEX as a percentage of cash flow is much higher in mid-sized markets (13% of cash flow) relative to large. 
sized markets (4.8%). This really highlights the disproportionate burden of rolling out digital TV in mid-sized 
markets relative to large markets. 

o 

o 

o 

o 

o 

o 

While the mid-market story is certainly dramatic in its own right, the story is even more pronounced in smaller markets: 

o In 2000, large market “big three” affiliates take an average of 1 5 . 0 ~  more revenue than do thelr small-market 
counterparts. In dollars, this translates to an average of $1 14.0 million for each “big three” affiliate in large 
markets versus $7.6 million i n  mid-market “big three” affiliates. 

In 2000, large market “big threc” affiliates’ expenses are 9.1 x those oftheir mid-market counterparts. This 
suggest5 ihat i t  does not cost proportionately less lo progmm a “big three” affiliate in small-markets relative to 
large markets (1  5 . 0 ~  more revenuc but only 9.  I x more expenses). 

Given the disproportionate ratio of revenues (15 .0~ )  relative to expenses (9.1x), we believe that large market “big 
three” affiliates capture nearly 2 8 . 0 ~  more cash flow per station in large markets than they do in small markets. In 
dollars. this translates to an average of $66.8 million for each “big three” affiliate in large markets versus $2.4 
million in small-market “big three” affiliates. Again, it’s the same business, operating an ABC, CBS and NBC 
affiliate, but with 3 .5%)  of the economics. 

We believe large market “big three” affiliates’ margins. a t  58.6%, are 27% better than those of small-market TV 
stations (31.6%0). 

In small-market T V ,  engineering (represents 2% more of net revenue than in large markets), news (5% more), 
sales (8% more) and general and administrative (12% more) are all proportionately more costly compared to big 
markets . 

Large market “big three” affiliates have 2.8, more employees but capture 5 . 3 ~  more revenue per employee, 
leadlny to significantly hlgher margins for large market TV. This also suggests that a certain number of people 
are needed to run a full-scale, news-oriented TV station, no matter what the size ofthe market. 

c 

o 

o 

o 

o 



o CAPEX as a percentage of cash flow is much higher in small-sized markets (53% of cash flow) relative to large- 
sized markets (4.8%). This really highlights the disproportionate burden of rolling out digital TV in small-sized 
markcts relative to large markets. 

On Novcrnber 26, 2001, Bear Stearns hosted a Television Industry Summit in Washington D.C. that included seven panels 
with 25 panelists. The panels discussed various TV indushy issues and included 25 panelists. One panel was entitled 
“Sinall-Market TV Economics”. 

One Ipnnellisl. J i m  Kcclor. the President and Chief Operating Officer of Liberty Cop .  (Television) suggested: “And the 
duopoly model is exactly upside down. The big markets don’t need the help. The small markets do.” 

The NABiBCFM dnla suggests lhat Mr. Kcclor is right. Loosening the duopoly rules in mid to small markets IS essential. 

M’hj Loosen Duopoly Rules? Part Two: Economics Within Small to Mid-Market TV Vary Significantly - Many 
Stations are Not Very Protitable. Another reason to consider loosening the TV duopoly rules from the current plan to 
reaffirm the ban on the top four TV stations in a market combining is the reality that the economics of stations within the 
hame markets can vary significantly. 

In Iact, in  some TV markets, we believc that some stations are currently showingpre-tax (cash flow less depreciation and 
amortization less inlerest) losses. 

A n d  again, this data. which was drawn from the 2001 Edition of the Television Financial Report, relied on 2000 station 
data. 2000 was a record year for the local TV business. So i t  is likely that these revenue, cash flow and pre-tax income 
numbcrs art. overstated. 

Again, using NABIBCFM data, we compared the net revenue, cash flow and pre-tax profits of the best performing TV 
stations (75% percentile) with those that did not perfom as well (25% percentile). 

Relalive Profitability 01 “Big Three” Allilialed N Stat ions.  75% Percenlila Venus 25% Percentile. By Market Size- 2000 
Marketi Markets Markets Marhe11 Mahefr Marhelr Markets Make11 Markels Markets 

51-60 61.70 71.80 81.90 91.100 101.110 111.120 121.130 131.150 151-175 

NelRevenue 
7500 ~ ~ ~ n u i e  Revenue $ 2 5 2  $ 1 8 3  $ 1 6 1  $ 1 4 3  $ 1 2 2  $ 1 3 8  $9 9 $9 2 $7.7 $8 5 

Dikrence ~ Dollars $10 1 $8 5 $4 9 $4 1 $3 4 $7 2 $3 8 $3 5 $2.6 $4 8 
Dlerence ~ PercenWJe 67% 87% 43% 41% 39% 111% 63% 61% 49% 129% 

75% Perenl ie Cash Flow $11 4 $7 3 $7 0 $6 1 $4 4 $5 3 83 8 $3 1 $3 0 $3 5 
25% Peicenlb Cash Flow $5.2 $3 1 13 1 $3 1 $I  7 $ 1  6 $1 2 $1 3 $1 4 $0 8 

Oikrence ~ Dollars $6 2 $4 2 $ 3  9 $3 0 $2 7 $3 7 $2 6 $1 8 $1 7 $2 7 

25% Percriilk Revenue $15 1 $ 9 8  $ 1 1 2  ‘6102 $8 7 $6 5 $6 1 $5 7 $5 .2  $3.1 

Cash Flaw 

0,srence ~ Percenege 118% 137% 123% 99% 162% 2 2 9 %  227% 142% 120% 341% 

Pre~Tax P i o b  No@ 1 
75% Ferceniie Pre~Tax PmLl $10 6 $4 6 $3 6 $3 6 $2 8 $2 9 $2 4 $1 1 $1 7 $1 7 
25% Per~enlie Pre Tar PmLl $2 6 $0 7 ( $ 1  61 $ 1  0 1160 31 ($0 21 $0 1 $0.1 ($0 21 

Dlklence ~ Dollars $80  $ 3 9  I5 3 $ 2 5  $ 3 0  $ 3 0  $ 3 1  $1 1 $1.6 $1 9 

Dikrence. Percentage 311% 547% -3222 243% .1056% -1151% -443% 1731% 1262% -951% 

source ~ a m n a l  i i s i m a b ~ n  a1 BrOadCask15, BioadcaslCable Finanual Managemen1 AisaCiatan: Bear, Searnr 8 C o  , Inc 
NOB I P r e ~ b i  proib equals cash Row less depiecidbn and armrlralon and inkreslexpense 

As Exhibit Three suggests, economics between the best and worst stations in the same markets can be significant: 

c In  markets 5 1-60, the top T V  stations (75% percentile) had 67% more net revenue. 1 18% more cash flow and 
3 I 1 %  morc prr-tax profit than did the worst performing stations. 

In markets 61-70, the top TV stations (75% percentile) had 87% more net revenue, 137% more cash flow and 
547% more pre-tax profit than did the worst performing stations. 

c 
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o In markets 71-80, the top TV stations (75% percentile) had 43% more net revenue and 123% more cash flow 
than did the worst performing stations. The worst performing stations averaged apre-lax operating loss of 
$1.6 million while the best averaged a $3.6 million profit. 

In markets 81-90, the top TV stations (75% percentile) had 41% more net revenue, 99% more cash flow and 
243% more pre-lax profit than did the worst performing stations. 

[n markets 9 1 - 1  00, the top TV stations (75% percentile) had 39?4 more net revenue and 162% more cash flow 
[han did the worst performing stations. The worst performing stations averaged apre-lux operating loss of 
S0.3 million while the best averaged a $2.8 million profit. 

In markets 101-1 10, the top TV stations (75% percentile) had 1 1  1% more net revenue and 229% more cash 
flow than did the worst performing stations. The worst performing stations averaged a pre-tax operating loss 
ofS0.2 million whilc the best averaged a $2.9 million profit. 

In markets 1 I I - 120, the top TV stations (75% percentile) had 63% more net revenue and 227% more cash 
flow than did the worst performing stations. The worst performing stations averaged a pre-lax operating loss 
ofS0.7 million whilc the bcst averaged a $2.4 million profit. 

In markets 121-130, the top 'TV stations (75% percentile) had 61% more net revenue, 142% more cash flow 
and I ,73 1 %  more pre-tax profit than did the worst performing stations. The worst performing stations only 
recorded pre-tax profits of $62,000. 

In markets 131-150, the top T V  stations (75% percentile) had 49% more net revenue, 120% more cash flow 
and I ,262% more pre-tax profit than did the worst performing stations. The worst performing stations only 
recorded pre-tax profits of $123,000. 

In inarkets I S  1-175, the top TV stations ( 7 W  percentile) had 129% more net revenue and 341% more cash 
flow than did the worst performing stations. The worst performing stations averaged apre-lax operuling loss 
oT$0.2 million while the best averaged a $1.7 million profit. 

o 

o 

o 

o 

o 

o 

o 

Thc vast disparity ofpert'omiance within a given market between "big three" affiliates in mid and small markets and the 
reality that the worst performing stations are actually losing money suggests that some relief is necessary to preserve 
voices in these markets. 

I t  would seem very unlikely that a newspaper would choose a money losing station as its first choice as an operating 
partner in a given local market. 

I t  I S  also unlikcly that a local cable multiple system operator would choose a money losing station to help it sell its local 
cable inventory or provide the system with news programming. 

What will protect the struggling voice in a local TV market'? The ability to combine with another TV voice in the 
markctplacc. we would suggest. We could makc the argument that in these cases, fewer owners may lead to more voices. 

Why Luoscn Duopoly Rules? Part Three: Duopolies Have Traditionally Supported Weaker Properties and 
Preserved Local Voices. As we have written about repeatedly in the past, we believe that duopoly policy, which was 
adopted as a part of the FCC's August 5. 1999 rulemaking addressing TV ownership has been a success. 

Exhibi t  Four summarizes the duopolies and local marketing agreements in the top 100 TV markets. 

Hrrc's some sumnlary statistics that suggest that duopohes and local marketing agreements fulfill a valuable role: 

i' 

0 

There are 44 duopolies in the top 100 T V  markets 

There are 25 local marketing agreements in  the top 100 TV markets 
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i' 

o 

59.1 %, of all duopolies support TV stations that capture less than 5% of a local market's revenues 

56.0"/1 of all local marketing agreements caplure less than 5% of a local market's revenues 

Duopolies and LMAs. Average Revenue Share in Top 100 Markets. 2001 
Revenue Number of Percent 

Share Duopolies Distribution 
0%-2 5% 20 45.5% 
2.6% -5 0% 6 13.6% 

Duopolies 5.1%-7.5% 4 9.1 Y o  
7 6%-10.0% 7 15.9% 
10.1%+ - 7 159% 

Total 44 100.0% 

Revenue Number of Percent 
Share Duopolies Distribution 

0%-2.5% 6 24.0% 
2.6% -5.0% 8 32.0% 

LMAS 5.1%-7 5% 3 12.0% 
7 6% - 10 0% 0 0.0% 
10.1%+ - 8 32.0% 

Total 25 100.0% 
Source: BIA - lnvesbng in Television; Bear, Steams & C o ,  Inc. 

And as Exhibit 5 suggcsts: 

o 84. I %I ofthc local TV statlons that are parties to duopolies and local marketing agreements are associated with 
emerging networks; UPN, Telefutura, The WB, Univision, Paxson and independents. 

Summary of Duopolies and LMA Stations by Network. Top 100 Markets 
Number of Percent Cumulative 

Network Affiliates Distribution Distribution 
UPN 21 30 4% 30.4% 
Telehhia 16 23.2% 53.6% 
w 10 14.5% 68.1% 

Univision 3 4.3% 82.6% 
PAX 1 1 4% 84.1% 
Fox 8 11.6% 95.7% 
ABC 2 2.9% 98.6% 
N BC 1 1.4% 100.0% 
CBS - 0 00% 100.0% 

Independent 7 10.1% 78.3% 

Tolal 69 100.0% 
Swrce: BIA - Invesbng in Television; Bear, Slearns & Co., InC. 

The bottom line is this: Duopolies have traditionally effectively added television voices to the marketplace and helped 
prebrne I h r  economics of fairly weak stations. 

111 mid to small inarket TV, we believe that duopolies can serve the same role. Duopolies can preserve the presence ofall 
networks that  currently exist in a marketplace and insulate financially weak stations. As we made in the case above, mid 
to small market ' I V  stations are much less profitable than In big markets. We also found data that suggested that 
pinfiiability of mid Lo small market stations varied significantly wlthin given market sizes. 

As Exhibtt Six lists, we believe that duopalies are such effective structures at launching and maintaining the viability of 
weaker TV properties because duopolies have beneficial effects on both the revenue and expense side of the local TV 
slalion opcrating Icdger. 
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Teievision Duopoly Benefi ts 

Revenue Benefits of  Television Duopoly 
-Leveraging 2 salesbrces 
-iaunch m r e  local news product 
-Ungrade "collecbve" programming of cluster 
-Ability b sell regional adverbsing m r e  ekcdvely and eRcienUy 
-Ability b "hme-shif programming to oher dayparts 
-Ability to double amunlofdigi lal  specbum in a local market 

Expense Benefits of Television Duopoly 
-Ability b purchase programming "in-markel' and locally (leverage over syndicabrs) 
-Combine "back ofice" fmcbons 
-Leverage over rabng services 
-Leverage over nalonal represenlabon firms 
-Ability b roll-outdigital services on he "backs" of local slabons 
-Ability b "amrbze" cost of programming over mulbple "windows" hrough bme shihng programming 
-Develop news programming wih minima incrementa mvesbwnt 

Source: Bear, Stearns & Co., Inc. -August 2002 Nole M August 5, 1999 Rulemaking -page 14 

Why Loosen Duopoly Rules'? Part Four: Cable Systems are Viable Local Competitors - How Can an Entire Cable 
System Not Be Considered to be Competition to Local TV Stations? We believe that the FCC should not overlook the 
incrcasing powcr of the local cable system for a few reasons. 

o Cable Concentration is a Reality for Local TV Players. As is evident from Exhibit Seven, we believe that 
local cable consolidation, with a continuing rationalization of cable markets, has become increasingly 
concentrated. Participants at our TV Suinmit in November 2002 suggested that the broadcasters' biggest threat 
was consolidation in the cable business. 

Broadcasters arc concerned with cable's gatekeeper function, especially in light of many cable operators' 
dominant local competitive positions. For example, we believe that the merger of Comcast and AT&T's cable 
systems will leave Comcast with a 98%. 96%, 98% and 97% share of the "wired" cable business in Chicago, 
Philadelphia. San Francisco and Detroit respectively. 

As Exhibit Seven also suggests, the top four players in all of the top ten cable markets control 98%-plus of the 
"wired" cable subscription base. 

We also bclicvc that in 15 of thc largcst markets, one cable operator "controls" 75%plus of that local market's 
"wired" cable business. 

[ t  is very hard for a stand-alone TV stiltion to have any operating leverage relative to a cable operator with a 
significant share o f  the "wired" business. 



Market Shareof Basic Subscriben . by Multiple System Operator 
Cable Comast 

Pentration Comast AOL Charter Cox Adelphia Cablevirion Total TV HH% 
New York 75% 14% 24% 1 % 61% 100% 1 1 % 
Los hge les  64% 18% 12% 18% 
Chicago 65% 98% 
Philadelphia 79% 96% 4% 
San Francisco 73% 98% 1 % 
Boston 80% 83% 8% 
Dallas 50% 73% 25% 
Washington DC 70% 63% 
Detroit 69% 97% 3% 
Atlanta 70% 75% 23% 
Source Bear, Steans&Co. Inc BPrnak5 Namd CabieAssm1a6m 

10% 41% 

9% 
1 % 

19% 18% 

99% 
98% 
100% 
99% 
100% 
99% 
100% 
100% 
98% 

12% 
64% 
76% 
72% 
66% 
37% 
44% 
67% 
53% 

~ 

c Cable Company's Often Control Signilicant Levels of Programming. Broadcasters are also concerned that 
iiitiltiple system operators (MSOs) are developing competitive local programming, especially in local news, 
wcather, traffic, sports and entertainmenifculture channels. 

For example, in Exhibit Eight, in the Fairfield. CT cable system, which is operated by Cablevision, CVC 
has a stake in 14 of the I10 channels on the system's basic and basic-plus tiers. So while Cablevision has 
an  ownership stake in 13% of thc system's channels, TV operators such as Meredith Corp., Univision, 
Paxson and LIN Television own just one TV statiodchannel. These local broadcasters control 0.9% of 
the CVC cable system's channels. This makes it very hard for local stations to compete against cable 
systems. 

Cable Channels and Owners on Cablevision's Systems. Fairfield County, CT 
Channels Channel 

Owner on System %of System 
Viacom (Note 2) 14 12.7% 
Cablevision (Note I )  14 12.7% 
AOL Tim Warner 11 10.0% 
General Elecbic (Note 1) 11 10.0% 
Walt Disney Company (Note 3) 9 8 2% 
Fox Broadcashng 6 5.5% 
ComasVLiberty 5 4.5% 
USA Nelworks, Inc. 3 2.7% 
E W Scripps 2 1.8% 
Tribune 2 1.8% 
LiN Television 1 0.9% 
Landmark Communicabons 1 0.9% 
Paxson Communicabons 1 0.9% 
Shop at Home 1 0.9% 
Sony 1 0.9% 
Univision 1 0 9% 
Meredim Corp. 1 0.9% 
Scurces: Company r e m ,  Bear, Seams 8 C o ,  Inc. 
Note 1: MSG Nehuok. American Movie Classics, Bravo and Independent Film Channel are owned by R a n h  
M E ~ G  whlch, tn turn. IS Owned by General Ele~bic and CaMevision. GE also owns @On ofA&E Netwwk 
Note 2 Comedy Central is owned by Vixom and AOL Time Warner 
Note3 Hearsiowns5Wo ofbfelme. 20% ofESPN. ESPNZandESPN ClassicSprtsandABE, 

o Cable Companies Aggressively Compete for Local Market TV Ad Dollars. Broadcasters are concerned with 
local cable advertising inventory, which has really started to emerge as competition to local TV station ad sales, 
espccially as the cable business becomes more gcogrdphically concentrated. 

Wc estimate that local cable systems capturc local advertising in a n  amount equivalent to a fifth- to sixth-ranked 
( in Ierms ofralings) local TV slation. 
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A broadcaster that met with the FCC last week suggested to the Commission that cable ad sales now represent 
16'% of local markets' TV ad dollars. This also is significant. This would suggest that collectively, a local cable 
system IS staning to approximate the s i x  of a station ranked within the top three in a market. 

During the last few years, local cable ad growth has accelerated at  a pace faster than that of local TV ad sales. For 
example. we think that Comcast/AT&T capture nearly $1 billion in local cable ad sales, which exceeds the ad 
sales captured by the Walt Disney Company's owned and operated (O&O) TV stations. This is a significant 
development. 

How can the FC:C not consider local cahle systems as a voice in local TV markets? Cable companies typically 
have stronger competitive positions, deliver competitive program relative to local station players and compete 
aggressively for ad dollars. 

Why Loosen Duopoly Kules? Part Five: Top Three Stations Capture an Average of Only 37% of Audience Share 
in Markets 51-150. In addition to the economic realties confronting local broadcasters, we believe that there is a lack of 
evidence for the existence of strong market power in local TV markets. 

'1 '0  illustrate our point, as illustrated in Exhibit Nine, we looked at the "four-book" (February, May, July and November) 
viewing averages for 'TV markets 5 1-1 50 for the top three rated TV stations in each market. 

Tap ThrwBroadrar t~r . '  W M n g  S h a r e .  4.Book Average 
26-10% 16-IOYm l,%.l5%1 12.15% I6%40% 16%40% 41%45% #1%45% 4S%40% 4S%50% 
w e n n y  wsmny Ylemng Ylsrrng warring wsring mmng mmng wsmng Ylswing 

S h i r e l o r  Sharelor Sharelor  Sharelor  Sh i ra lor  Sharelor Snarelor S h m l o r  Shamlor Sharelor 
l o p  1 l o p  I Tap 1 Top I 10) I Top I Top I Top1 T o p 1  Top1  

opPrator3 Operllorr operaon O p P n l O n  Opari ion Operaton Operaon Opsnlon Operaton Dpenton 
M X k D l  M l * d  Minu Manel Hans M U L t l  Minu Markel Marks Mahe1 

ManL~Salin, CA 120 M O M  62 Paducah 7s C i R M a y  69 E!r,PA I41 
Eluf&Bcily~Oak W 143 F! Myers 70 SPoidne 79 Sprmgield, MO 73 

Waro~TemkpleBiyan, TX 51 S"rar"ie 80 1"CSO" 74 
Savannah, GA 96 Shievepon 8 ,  Pofland, ME 76 
EuansuiY~. IN 93 Hunovilk 81 Roche-,, NY 77 
El Pam, TX I 01 ChaQnOOgd 85 Chdma13n,IL 82 

Spr#ng)eld-HoVake, MA 108 Trl~Cib?er, TN.VA 30 c o u n m s c  84 
TlYahauee, FL 107 Burl. VI-PIau N I  91 Madison, 1 86 

fieno N" I 1 4  Johlsnwn-Aboni  PA 96 Sauh Bend 87 
Yalrm, WA 127 HII-W~~-MCII-B~OW~~,TX 9 7  JaiCwn, MS 63 

aikeRLeId, CA 110 FLSmh,AK 108 D a v , l A ~ R o L l r l , i l  92 
ChhmRedding, CA 132 Fbrence~Mir* Bead, SC 110 Colorado Spr., C O  34 

Medbrd~Kbnan FaL.OR 141 Lanwg, MI 111 BabnRovge,LA 55 
Albany, GA I 1  Eugene OR 121 YOYnglbwn.OH 100 

Mamn, GA 122 Giecnv~lla.NC 103 
C o l u ~ u i ,  GA 126 FL Wayne, IN 1Od 

Col~urChr6 l .  1 X  128 C h a n r m S C  105 
Amrilb, TX 129 TrauerrsCw,MI 113 

Columlup~WeilPoinl MS 111 A u g ~ 5 a G A  115 
Monroe, LA~EIDarado, AR 133 Mongomiy, A t  lr6 

Rockbrd I1 135 PeOW 117 

Sioux Cih, I4 140 t a C r ~ E a u C 1 , W  113 
Wh~BFalk .TX~ia*bn,OK 142 Boin.  ID 114 

lirnngmn, NC 114 Lafaye@,W 125 
Terce Haue, IN 146 Waur-Rhme,W 134 

Wheeling W- Seubenuilb, 01 IS0 Dul, MN.SUQ., WI 116 
B e m l P t  i\rtlur, TX 137 

ToQeka, I S  118 Faryo, ND 118 

C o l u m - l e ~ C ~ .  MO 139 
loP ,MO.P&,KS 145  

Lubbork,TX IS1 

I 1 9  19% 31 11% 16 16% 6 6% I G a r y  7% 

As Exhibit Nine illustrates: 

o 7% of markets 5 1-1 50 averaged a 25% to 30% viewing share between the top three local TV stations. 
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o 

o 

o 

o 

19% of markets 5 1 - 1  50 averaged a 3 1 %  to 35% viewing share between the top three local TV stations 

32 'X  of markets 5 1-1 50 averaged a 36% to 40% viewing share between the top three local TV stations 

36'!% of markets 5 1-150 averaged a 41% to 45% viewing share between the top three local TV stations. 

6':C ofmarkets 51-150 averaged a 46% to 50% viewing share between the top three local TV stations. 

In a l l ,  we surveyed 100 inarkcls [markets 51 to 1501, and the top three local TV broadcasters captured an average 37% of  
viewing share i i i  thcse markets. This can hardly be construed as having significant market power. In each instance the 
local cablc system captures more total viewing share on i t s  non-broadcast TV channels than the top three broadcasters 
cauture. 

Why Loosen Uuopoly Rules? Part Six: Must Create an Opportunity for a Level Playing Field. In addition to 
cconomic and local market power issues confronting local TV broadcasters in mid to small markets, the FCC should also 
consider stratcgic issues that local TV broadcasters could face post June 2, 2003 rulemaking; local TV stations in mid to 
small-sized markets must be able lo respondireact to other aspects and likely realties of the media ownership rulemaking. 

o IIow w i l l  a local TV station in a small to mid-sized market, without any ability to enter into a duopoly, compete 
w i t h  a station that is part of a newspaper-broadcast combination? 

How will a local TV station in  a small to mid-sized market, without any ability to enter into a duopoly, compete 
with a station that is part of a cable-multiple system operator combination? 

How will a local TV station in a small to mid-sized market, without any ability to enter into a duopoly, compete 
\bith broadcast networks which will now be theoretically he able to reach 45% ofall U.S. TV households? 

I f  a newspaper, a cable system, or a network were likely to buy a local station, would they choose a weak fourth, 
fifth or six placed local TV station? 

What exit scenario does a weawmoney-losing TV station have? 

o 

o 

o 

o 

More significant loosening of duopoly rules should protect the viabilily of the stand-alone TV player that does not 
ultimatcly become involved in a cross-ownership opportunity or sell-out to a network. It also allows a weaker station to 
havc a potential competitive response in a very difficult potential operating environment. 

Solutions Offcrcd. We believe that there are practical solutions, which if adopted would address some or all of the 
concerns thc industry might have relative Lo duopoly. 

o The Leading Contender - The National Association of Broadcaster's Duopoly Rule Proposal. Yesterday, we 
believe that the National Association of Broadcasters (NAB) adopted a resolution to help ameliorate the concerns 
o f  broadcasters on duopoly issues. This proposal, which was adopted by the industry with overwhelming backing 
(including, we believe the support of a broadcast network player, The Walt Disney Company) would certainly 
address the Vast majority of the industry's issues in our estimation. 

We believe that, in a nutshell, the NAB'S resolution would: 

o 

o 

o 

Permit a ' I ' V  broadcaster to own two of the top four TV stations in a local market. 

Allow a broadcasler to own up to a maximum of three TV stations in any local TV market. 

However, the first tivo clements of the proposal would be governed by an audience share test. A local 
broadcaster would be restricted from owning any  combination of local TV stations that generate an audience 
share in excess of 30%. [This share test is measured against all TV viewing, including cable and broadcast 
viewing] 
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o A local hroadcasler would also have to count attributable audience share from owned cable channels in the 
local market towards the 30’X cap. For example, if NBC acquired a TV station that created a duopoly or a 
triopoly, N R C  would have to include the local audience generated at MSNBC. CNBC and its attributable 
merest i n  the Rainbow Media assets toward the 30% total audience cap. 

Here’s why we think this framework works: 

o It maintains at  least three significant TV players in each market [at least two TV players and the cable 
systcm]. 

I t  would be very likely that the Department ofJustice would step in if significant local audiencehevenue share 
concentration were created in a givcn market. 

In smaller markets, sigificant combinations would likely trip the 30% audience share test. 

It prescrves weaker TV voices in the marketplace 

It allows a stand-alone local TV broadcaster to have some flexibility in pursuing some strategic options in the 
lace of newspaper-broadcast, cable-broadcast, radio-TV and network ownership cap options that will be 
available to other media players. 

o 

3 

o 

o 

With strong industry backing, a consensus opinion that even includes a vote ofconfidence from l h e  Walt Disney 
Company. a network player (which does not often occur in the television business), one would have to consider 
this proposal to he the rront-runner and we trcal i t  as such. 

We Propnsr That, At A Minimum, The FCC Should Consider a Top-Three Rated Station Prohibition. At a 
minimum, we propose that the FCC should consider reducing its “top-four-rated-TV station prohibition” to a 
“top-three-rated-TV-station prohibition .” 

Here’s swhy we think this Cramework works: 

o 

o 

It maintains a t  least four significant T V  players i n  each market [at least three TV players and the cable 
system] 

In 80% ofmarkets 5 1-1 50 it would allow the combination of a traditional “big three”network with networks 
which were launched after 1986 (Fox, WB, UPN, Paxson). In 20% of those markets 5 1.150, a Fox affiliate is 
among the top three rated stations in a given market. These networks (“big three” versus Fox, UPN, WE, 
Paxson) tend lo have different programming objectives during the day, attract different demographics and 
producc distinctive news programming. A “big three”/newer TV network combination is a natural 
combination, in our estimation. 

It preserves weaker TV voices in the marketplace. 

I t  allows a stand-alone local TV broadcaster to have some flexibility i n  pursuing some strategic options in the 
face of newspaper-broadcast, cable-broadcast, radio-TV and network ownership cap options that will be 
available to other media players. 

o In 44 markets, representing44% of markets 51-150, there would be I duopoly permitted, 

o In 34 markets, reprcsenting 34% of markets 5 1-1  50, there would be 2 duopolies permitted 

o In 20 markets, represcnting 20% of markets 5 1-150, there would be 3 duopoly opportunities available. 

3 In 5 markets, representing 5 %  of markets 5 1-150, there would be 4 duopoly opportunities. 

c 

o 

o 

We will continue to monitor the progress on this issue as June 2, 2003 approaches. 
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